Ugu District Municipality 


Notes to the Consolidated Financial Statements continued 

for the year ended 30 June 201 1 

61 . COMPARATIVE AND ACTUAL INFORMATION 

Although the municipality budgeted on an accrual basis and the undated National Treasury Circular “Presentation of Budget Information in the Annual Financial Statements 
of Municipalities and Municipal Entities” is not applicable to the municipality, the Auditor-General insisted on the disclosure of the following information: 

30 JUNE 2011 - MUNICIPALITY: 


Description 

Original 

Total 

Budget 

Budget 

Adjustmust 

Final 

Budget 

Actual 

Outcome 

Unauthorised 

Expenditure 

Variances 

Actual 
Outcome as 
% of Final 
Budget 

Actual 
Outcome as 
% of Original 
Budget 


R 

R 

R 

R 

R 

R 

R 

R 

FINANCIAL PERFORMANCE 









Revenue 









Service Charges 

348 386 248 

- 

348 386 248 

240 280 488 

- 

(108 105 760) 

68,97 

68,97 

Rental of Facilities and 

Equipment 

993 972 

- 

993 972 

955 738 

- 

(38 234) 

96,15 

96,15 

Interest Earned - External 

Investments 

7 983 000 

- 

7 983 000 

6161 362 

- 

(1 821 638) 

77,18 

77,18 

Interest Earned - Outstanding 
Debtors 

1 199 899 

- 

1 199 899 

17 071 412 

- 

15 871 513 

1 422,74 

1 422,74 

Government Grants and 

Subsidies Received 

257 525 398 

3 667 680 

261 193 078 

450 363 859 

- 

189 170 780 

172,43 

174,88 

Public Contributions and 

Donations 

- 

- 

- 

19186143 

- 

19186143 

- 

- 

Other Revenue 

162 619 032 

(14 051 618) 

148 567 414 

115 798 262 

- 

(32 769 152) 

77,94 

71,21 

Gains on Disposal of Property, 

Plant and Equipment 

- 

- 

- 

824 851 

- 

824 851 

- 

- 

Total Revenue 

778 707 548 

(10 383 938) 

768 323 610 

850 642115 


82 318 505 

110,71 

109,24| 

Expenditure 









Employee Related Costs 

220 473 077 

642 191 

221 115 268 

221 280 163 

164 895 

164 895 

100,07 

100,37 

Remuneration of Councillors 

7 665 424 

(1 466 078) 

6 199 346 

6191 830 

- 

CD 

LO 

: 

99,88 

80,78 

Collection Costs 

35 000 

- 

35 000 

- 


(35 000) 

- 

- 

Depreciation and Amortisation 

48 799 109 

(2 827 286) 

45 971 823 

49 153 751 

3181 928 

3181 928 

106,92 

100,73 

Impairment Losses 

7 380 000 

- 

7 380 000 

27 900 418 

20 520 418 

20 520 418 

378,05 

378,05 

Repairs and Maintenance 

35 488 343 

- 

35 488 343 

21 833 724 

- 

(13 654 619) 

61,52 

61,52 

Finance Costs 

19 503 072 

(4 106 450) 

15 396 622 

20 977 578 

5 580 956 

5 580 956 

136,25 

107,56 

Bulk Purchases 

29 037 640 

5 000 000 

34 037 640 

31 839 355 

- 

(2 198 285) 

93,54 

109,65 

Contracted Services 

21 367 800 

- 

21 367 800 

16 501 666 

- 

(4 866 134) 

77,23 

77,23 

Grants and Subsidies Paid 

118679 132 

10 679 377 

129 358 509 

145 715 087 

16 356 577 

16 356 577 

112,64 

122,78 

General Expenses 

270 278 951 

(18 305 692) 

251 973 259 

206 604 206 

- 

(45 369 053) 

81,99 

76,44 

Total Expenditure 

778 707 548 

(10 383 938) 

768 323 610 

747 997 778 

45 804 774 

(20 325 833) 

97,35 

96,06| 

Surplus/(Deficit) 

0 

(0) 



102 644 337 

(45 804 774) 

102 644 337 


CAPITAL EXPENDITURE 









Capital Replacement Reserve 

118 520 630 

(80 685 030) 

37 835 600 

32 058 631 

- 

(5 776 969) 

84,73 

27,05 

External Loans 

167 950 000 

(107 645 000) 

60 305 000 

61 180 921 

875 921 

875 921 

101,45 

36,43 

Finance Leases 

4 400 000 

(4 400 000) 

- 

- 

- 

- 

- 

- 

Grants and Subsidies 

238 065 690 

(30 403 609) 

207 662 081 

104 524 915 

- 

(103 137 166) 

50,33 

43,91 

Public Contributions 

- 

- 

- 

11 260 219 

11 260 219 

11 260 219 

- 

- 

Total Sources of Capital Funds 

528 936 320 

(223 133 639) 

305 802 681 

209 024 687 

12136140 

(96 777 994) 

68,35 

39,52 
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blue drop 

CERTIFICATION 


drinking water quality 
REGULATION 


30 JUNE 2011 -GROUP: 


Description 

Original 

Total 

Budget 

Budget 

Adjustmust 

Final 

Budget 

Actual 

Outcome 

Unauthorised 

Expenditure 

Variances 

Actual 
Outcome as 
% of Final 
Budget 

Actual 
Outcome as 
% of Original 
Budget 


R 

R 

R 

R 

R 

R 

R 

R 

FINANCIAL PERFORMANCE 









Revenue 









Service Charges 

348 386 248 

- 

348 386 248 

240 280 488 

- 

(108 105 760) 

68,97 

68,97 

Rental of Facilities and 

Equipment 

993 972 

- 

993 972 

955 738 

- 

(38 234) 

96,15 

96,15 

Interest Earned - External 

Investments 

8 107 865 

- 

8 107 865 

6 272 109 

- 

(1 835 756) 

77,36 

77,36 

Interest Earned - Outstanding 
Debtors 

1 199 899 

- 

1 199 899 

17 071 412 

- 

15 871 513 

1 422,74 

1 422,74 

Government Grants and 

Subsidies Received 

259 715 398 

3 667 680 

263 383 078 

452 553 859 

- 

189 170 780 

171,82 

174,25 

Public Contributions and 

Donations 

- 

- 

- 

19186143 

- 

19186143 

- 

- 

Other Revenue 

163 391 159 

(14 051 618) 

149 339 541 

116 779 676 

- 

(32 559 865) 

78,20 

71,47 

Gains on Disposal of Property, 

Plant and Equipment 

- 

- 

- 

824 851 

- 

824 851 

- 

- 

Total Revenue 

781 794 540 

(10 383 938) 

771 410 602 

853 924 276 

- 

82 513 674 

110,70 

109,23 

Expenditure 









Employee Related Costs 

224 300 496 

642 191 

224 942 687 

224 869 907 

- 

(72 780) 

99,97 

100,25 

Remuneration of Councillors 

7 755 424 

(1 466 078) 

6 289 346 

6 249 400 

- 

(39 946) 

99,36 

80,58 

Collection Costs 

35 000 

- 

35 000 

- 

- 

(35 000) 

- 

- 

Depreciation and Amortisation 

49 052 720 

(2 827 286) 

46 225 434 

49 358 347 

3 132 913 

3 132 913 

106,78 

100,62 

Impairment Losses 

7 730 000 

- 

7 730 000 

28 250 418 

20 520 418 

20 520 418 

365,46 

365,46 

Repairs and Maintenance 

35 561 510 

- 

35 561 510 

21 903 237 

- 

(13 658 273) 

61,59 

61,59 

Finance Costs 

19 503 072 

(4 106 450) 

15 396 622 

20 977 766 

5 581 144 

5 581 144 

136,25 

107,56 

Bulk Purchases 

29 037 640 

5 000 000 

34 037 640 

31 839 355 

- 

(2 198 285) 

93,54 

109,65 

Contracted Services 

21 628 967 

- 

21 628 967 

16 755 596 

- 

(4 873 371) 

77,47 

77,47 

Grants and Subsidies Paid 

109 679 132 

10 679 377 

120 358 509 

136 715 087 

16 356 577 

16 356 577 

113,59 

124,65 

General Expenses 

279 006 530 

(18 305 692) 

260 700 838 

214 084 673 

- 

(46 616 165) 

82,12 

76,73 

Total Expenditure 

783 290 491 

(10 383 938) 

772 906 553 

751 004 964 

45 592 230 

(21 901 589) 

97,17 

95,88| 

Surplus/(Deficit) 

(1 495 951) 

(0) 

(1 495 951) 

102 919 312 

(45 592 230) 

104 415 263 

- 

-| 

CAPITAL EXPENDITURE 









Capital Replacement Reserve 

118 520 630 

(80 685 030) 

37 835 600 

22 597 545 

- 

(15 238 055) 

59,73 

19,07 

External Loans 

: ;1 67 950 000 

(107 645 000) 

60 305 000 

61 180 921 

875 921 

875 

101,45 

36,43 

Finance Leases 

4 400 000 

(4 400 000) 

- 

- 

- 



- 

Grants and Subsidies 

238 065 690 

(30 403 609) 

207 662 081 

102 874 892 

- 

(104 787 I"' 

49,54 

43,21 

Public Contributions 

- 

- 

- 

16 018 439 

16 018 439 

16 018 439 

; f 

- 

Total Sources of Capital Funds 

528 936 320 

(223133 639) 

305 802 681 

202 671 797 

16 894 360 

(103130 884) 

66,28 

38,32 
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Ugu District Municipality 


Notes to the Consolidated Financial Statements continued 

for the year ended 30 June 201 1 

30 JUNE 2011 - MUNICIPALITY: 


Description 

Original 

Total 

Budget 

Budget 

Adjustmust 

Final 

Budget 

Actual 

Outcome 

Unauthorised 

Expenditure 

Variances 

Actual 
Outcome as 
% of Final 
Budget 

Actual 
Outcome as 
% of Original 
Budget 


R 

R 

R 

R 

R 

R 

R 

R 

FINANCIAL PERFORMANCE 









Revenue 









Service Charges 

348 386 248 

- 

348 386 248 

240 280 488 

- 

(108 105 760) 

68,97 

68,97 

Rental of Facilities and 

Equipment 

993 972 

- 

993 972 

955 738 

- 

(38 234) 

96,15 

96,15 

Interest Earned - External 

Investments 

7 983 000 

- 

7 983 000 

6161 362 

- 

(1 821 638) 

77,18 

77,18 

Interest Earned - Outstanding 
Debtors 

1 199 899 

- 

1 199 899 

17 071 412 

- 

15 871 513 

1 422,74 

1 422,74 

Government Grants and 

Subsidies Received 

257 525 398 

3 667 680 

261 193 078 

450 363 859 

- 

189 170 780 

172,43 

174,88 

Public Contributions and 

Donations 

- 

- 

- 

19186143 

- 

19186143 

- 

- 

Other Revenue 

162 619 032 

(14 051 618) 

148 567 414 

115 798 262 

- 

(32 769 152) 

77,94 

71,21 

Gains on Disposal of Property, 

Plant and Equipment 

- 

- 

- 

824 851 

- 

824 851 

- 

- 

Total Revenue 

778 707 548 

(10 383 938) 

768 323 610 

850 642115 

- 

82 318 505 

110,71 

1 09,24 1 

Expenditure 









Employee Related Costs 

220 473 077 

642 191 

221 115 268 

221 280 163 

164 895 

164 895 

100,07 

100,37 

Remuneration of Councillors 

7 665 424 

(1 466 078) 

6199 346 

6191 830 

- 

(7 516) 

99,88 

80,78 

Collection Costs 

35 000 

- 

35 000 

- 

- 

(35 000) 

- 

- 

Depreciation and Amortisation 

48 799 109 

(2 827 286) 

45 971 823 

49 153 751 

3181 928 

3181 928 

106,92 

100,73 

Impairment Losses 

7 380 000 

- 

7 380 000 

27 900 418 

20 520 418 

20 520 418 

378,05 

378,05 

Repairs and Maintenance 

35 488 343 

- 

35 488 343 

21 833 724 

- 

(13 654 619) 

61,52 

61,52 

Finance Costs 

19 503 072 

(4 106 450) 

15 396 622 

20 977 578 

5 580 956 

5 580 956 

136,25 

107,56 

Bulk Purchases 

29 037 640 

5 000 000 

34 037 640 

31 839 355 

- 

(2 198 285) 

93,54 

109,65 

Contracted Services 

21 367 800 

- 

21 367 800 

16 501 666 

- 

(4 866 134) 

77,23 

77,23 

Grants and Subsidies Paid 

118679 132 

10 679 377 

129 358 509 

145 715 087 

16 356 577 

16 356 577 

112,64 

122,78 

General Expenses 

270 278 951 

(18 305 692) 

251 973 259 

206 604 206 

- 

(45 369 053) 

81,99 

76,44 

Total Expenditure 

778 707 548 

(10 383 938) 

768 323 610 

747 997 778 

45 804 774 

(20 325 833) 

97,35 

96,06 1 

Surplus/(Deficit) 

0 

(O) 



102 644 337 

(45 804 774) 

102 644 337 


CAPITAL EXPENDITURE 









Capital Replacement Reserve 

118 520 630 

(80 685 030) 

37 835 600 

32 058 631 

- 

(5 776 969) 

84,73 

27,05 

External Loans 

167 950 000 

(107 645 000) 

60 305 000 

61 180 921 

875 921 

875 921 

101,45 

36,43 

Finance Leases 

4 400 000 

(4 400 000) 

- 

- 

- 

- 

- 

- 

Grants and Subsidies 

238 065 690 

(30 403 609) 

207 662 081 

104 524 915 

- 

(103 137 166) 

50,33 

43,91 

Public Contributions 

- 

- 

- 

11 260 219 

11 260 219 

11 260 219 

- 

- 

Total Sources of Capital Funds 

528 936 320 

(223133 639) 

305 802 681 

209 024 687 

12136140 

(96 777 994) 

68,35 

39,52 
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blue drop 

CERTIFICATION 


drinking water quality 
REGULATION 


30 JUNE 2011 -GROUP: 


Description 

Original 

Total 

Budget 

Budget 

Adjustmust 

Final 

Budget 

Actual 

Outcome 

Unauthorised 

Expenditure 

Variances 

Actual 
Outcome as 
% of Final 
Budget 

Actual 
Outcome as 
% of Original 
Budget 


R 

R 

R 

R 

R 

R 

R 

R 

FINANCIAL PERFORMANCE 









Revenue 









Service Charges 

348 386 248 

- 

348 386 248 

240 280 488 

- 

(108 105 760) 

68,97 

68,97 

Rental of Facilities and 

Equipment 

993 972 

- 

993 972 

955 738 

- 

(38 234) 

96,15 

96,15 

Interest Earned - External 

Investments 

8 107 865 

- 

8 107 865 

6 272 109 

- 

(1 835 756) 

77,36 

77,36 

Interest Earned - Outstanding 
Debtors 

1 199 899 

- 

1 199 899 

17 071 412 

- 

15 871 513 

1 422,74 

1 422,74 

Government Grants and 

Subsidies Received 

259 715 398 

3 667 680 

263 383 078 

452 553 859 

- 

189 170 780 

171,82 

174,25 

Public Contributions and 

Donations 

- 

- 

- 

19186143 

- 

19186143 

- 

- 

Other Revenue 

163 391 159 

(14 051 618) 

149 339 541 

116 779 676 

- 

(32 559 865) 

78,20 

71,47 

Gains on Disposal of Property, 

Plant and Equipment 

- 

- 

- 

824 851 

- 

824 851 

- 

- 

Total Revenue 

781 794 540 

(10 383 938) 

771 410 602 

853 924 276 

- 

82 513 674 

110,70 

109,23 

Expenditure 









Employee Related Costs 

224 300 496 

642 191 

224 942 687 

224 869 907 

- 

(72 780) 

99,97 

100,25 

Remuneration of Councillors 

7 755 424 

(1 466 078) 

6 289 346 

6 249 400 

- 

(39 946) 

99,36 

80,58 

Collection Costs 

35 000 

- 

35 000 

- 

- 

(35 000) 

- 

- 

Depreciation and Amortisation 

49 052 720 

(2 827 286) 

46 225 434 

49 358 347 

3 132 913 

3 132 913 

106,78 

100,62 

Impairment Losses 

7 730 000 

- 

7 730 000 

28 250 418 

20 520 418 

20 520 418 

365,46 

365,46 

Repairs and Maintenance 

35 561 510 

- 

35 561 510 

21 903 237 

- 

(13 658 273) 

61,59 

61,59 

Finance Costs 

19 503 072 

(4 106 450) 

15 396 622 

20 977 766 

5 581 144 

5 581 144 

136,25 

107,56 

Bulk Purchases 

29 037 640 

5 000 000 

34 037 640 

31 839 355 

- 

(2 198 285) 

93,54 

109,65 

Contracted Services 

21 628 967 

- 

21 628 967 

16 755 596 

- 

(4 873 371) 

77,47 

77,47 

Grants and Subsidies Paid 

109 679 132 

10 679 377 

120 358 509 

136 715 087 

16 356 577 

16 356 577 

113,59 

124,65 

General Expenses 

279 006 530 

(18 305 692) 

260 700 838 

214 084 673 

- 

(46 616 165) 

82,12 

76,73 

Total Expenditure 

783 290 491 

(10 383 938) 

772 906 553 

751 004 964 

45 592 230 

(21 901 589) 

97,17 

95,88| 

Surplus/(Deficit) 

(1 495 951) 

(O) 

(1 495 951) 

102 919 312 

(45 592 230) 

104 415 263 



CAPITAL EXPENDITURE 









Capital Replacement Reserve 

118 520 630 

(80 685 030) 

37 835 600 

22 597 545 

- 

(15 238 055) 

59,73 

19,07 

External Loans 

167 950 000 

(107 645 000 

60 305 000 

61 180 921 

875 921 

875 9? 1 

101,45 

36,43 

Finance Leases 

4 400 000 

(4 400 000) 

- 






Grants and Subsidies 

238 065 690 

(30 403 609) 

207 662 081 

102 874 892 

- 

(104 787 1 Mj 

49,54 

43,21 

Public Contributions 

- 

- 

- 

16 018 439 

16 018 439 

16 018 439 

- 

- 

Total Sources of Capital Funds 

528 936 320 

(223 133 639) 

305 802 681 

202 671 797 

16 894 360 

(103130 884) 

66,28 

38,32 
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Ugu District Municipality 


Notes to the Consolidated Financial Statements continued 

for the year ended 30 June 201 1 

RECONCILIATION OF BUDGET SURPLUS/(DEFICIT) WITH THE SURPLUS/(DEFICIT) IN THE STATEMENT OF FINANCIAL PERFORMANCE: 


MUNICIPALITY 


uesuripuun 

2009/2010 

2010/2011 

2009/2010 

2010/2011 


R 

R 


R 

R 

Net surplus/(deficit) per the statement of financial performance 

174 273 576 

102 644 337 


102 919 312 

178 804 290 







Service Charges 

36 399 796 

108 105 760 


108 105 760 

36 399 796 

Rental of Facilities and Equipment 

(615 311) 

38 234 


38 234 

(615 311) 

Interest Earned - External Investments 

14112133 

1 821 638 


1 835 756 

14 074 727 

Interest Earned - Outstanding Debtors 

(37 309 835) 

(15 871 513) 


(15 871 513) 

(37 309 835) 

Government Grants and Subsidies Received 

(305 357 274) 

(189 170 780) 


(189 170 780) 

(305 107 274) 

Public Contributions and Donations 

(1 509 328) 

(19 186 143) 


(19 186 143) 

(1 509 328) 

Other Revenue 

24 795 051 

32 769 152 


32 559 865 

24 299 515 

Gains on Disposal of Property, Plant and Equipment 

- 

(824 851) 


(824 851) 

- 







Employee Related Costs 

(16 431 373) 

164 895 


(72 780) 

(16 975 816) 

Remuneration of Councillors 

1 788 066 

(7 516) 


(39 946) 

1 693 379 

Collection Costs 

- 

(35 000) 


(35 000) 

- 

Ck^rt i.iion and Amortisation 


3181 928 


3 132 913 

(8 556 518) 

imiiMiiiint Losses 

2i . ■ U 

20 520 418 


20 520 418 

21 645 478 

Repairs and Maintenance 

1 814717 

1 3 G54 619) 


(13^8 273) 

1 827 845 

Finance Costs 

(3 984 675) 

580 956 


5 581 144 

(3 985 084) 

Bulk Purchases 

^Gp581 

(Z F98 285) 

s 

(2198 285) 

4 134 581 

Contracted Services 

;959 313) 

(4 866134) 


(4 873 3#) 

(898 853) 

Grants and Subsidies Paid 

725 908 792 

16 356 577 


16 356 577 

125 908 792 

General Expenses 

(30191 813) 

(45 369 053) 


(46 616 165) 

(32 030 259) 

Loss on Disposal of Property, Plant and Equipment 

28 574 

- 


1 177 

32 040 







Net surplus/deficit per approved budget 

0 

(0) 


(1 495 951) 

(1 372 339) 
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CORRECTIVE ACTION 


o ^ z 
i= m E 

o- O I— 

S < E 


PROGRESS TO DATE 
AS AT 31 JANUARY 2012 



A) MATTERS AFFECTING THE AUDITOR’S REPORT 


Going Concern. 

The municipality is under threat due to 
the current liabilities exceeding current 
assets and unspent grants not being cash- 
backed. 


Unauthorised expenditure. 

As disclosed in note 46.1 to the financial 
statements, unauthorised expenditure of 
R45,9 million was incurred due to under 
budgeting of depreciation and amortisation, 
impairment losses, finance costs and grant 
and subsidies paid. 


Irregular expenditure 

As disclosed in note 46.3 to the financial 
statements, irregular expenditure relating 
to procurement and contract management 
totalling R21 ,5 million was incurred as 
a result of contraventions of the Local 
Government: Municipal Supply Chain 
Management Regulations (MSCMR). 


Material water losses. 

As disclosed in note 37.1 to the financial 
statements, material losses amounting to 
R1 7,5 million were incurred as a result of 
water losses. 


Measures taken to improve performance 
were not provided in the performance 
report, as required in terms of section 46(1) 
(c) of the Municipal Systems Act of South 
Africa, 2000 (Act No. 32 of 2000) (MSA). All 
of the reported targets where improvement 
is required were not explained. 


Reported performance against 
predetermined objectives is not consistent 
with the approved integrated development 
plan. 


/ 


/ 


/ 


/ 


/ 


/ 


Council is to adopt a Financial 
Recovery Plan. This adopted 
plan is to be implemented by 
management and monitored 
by National Treasury; CoGTA; 
the Executive Committee and 
the Audit Committee. This plan 
incorporates action plans from 
National Treasury, CoGTA, and 
management. 

All policies with regard to assets 
and liabilities are to be re-visited 
by management; the aim is to 
ensure that such review improves 
the reported position of assets 
and liabilities at year end. 

A separate bank account has 
been opened to ring-fence all 
conditional grant monies. Any 
unspent grants must be cash- 
backed at 30 June 2012. 


The Financial Recovery Plan deals 
specifically with the 201 1 /201 2 
budget adjustment process, to 
ensure that no unauthorised 
expenditure occurs during the 2012 
financial year. 


No further deviations will be 
approved by management; 
unless it meets with the special 
requirements of Section 36 of the 
Local Government: Municipal Supply 
Chain Management Regulations 
(MSCMR); in which case, same is 
to be authorised by the Accounting 
Officer ONLY. 


The pressure reducing program is 
ongoing. Losses currently stand 
at 32.4%. Focus is on metering 
and meter replacement as well as 
disconnections for non payment. 


The draft annual report will be 
corrected before the 201 0/201 1 
annual report is tabled to Council in 
January 2012. 

A report template shall be revised 
in order to stipulate this legal 
requirement. 


The detailed review and revision of 
the annual report shall be conducted 
in order to identify and eliminate 
inconsistencies with the IDP. 

The alignment of IDP and SDBIP shall 
be undertaken to ensure alignment. 


GM:TS 


GM:TS 


GM:TS 


GM:WS 


SM:CSSS 


SM: CSSS 


30/06/2012 


30/06/2012 


Immediate 


31/06/2012 


31/01/2012 


31/05/2012 


The Financial Recovery Plan was 
adopted by Council on 26 January 
2012 and is in implementation stage. 

The Investment and Cash Management 
Policy has been reviewed by 
management and is now following 
the approval processes. Management 
is currently reviewing the legislative 
requirements around the post- 
retirement health care benefits. 

Unspent conditional grants total 
R1 80m. This includes MIG of R1 00m 
which has a separate bank and 
investment account. 

The separate bank account for other 
conditional grants has a balance of 
R7.2m, leaving a current shortfall of 
R72.8m. 


The municipality is busy with the 
compilation of the adjustments budget. 
Any requisitions over the allocated 
budget are being rejected and the 
budget is closely monitored monthly 
for unauthorised expenditure. 


No Section 36 deviations have been 
signed by the Municipal Manager. 


To reduce losses from metering; a 
tender for new meters has been issued 
to replace stopped meters identified 
since June 2012. 

Replacement of old meters to 
commence under the MIG grant 
against an allocation of R30 m, over 
the next 3 years. 


Done. 


This matter shall be addressed in the 
n «4 : . -il year; 201 2/201 3 IDP 
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10 . 


11 . 


A) MATTERS AFFECTING THE AUDITOR’S REPORT 


For the selected objectives to promote a 
culture of participatory democracy and 
integration and to provide sustainable water 
and sanitation infra-structure, 30% of the 
reported targets were not valid or accurate 
based on the source information or evidence 
provided. 


The integrated development plan did not 
include the key performance indicators 
and performance targets set in accordance 
with its performance management system, 
as required by sections 26(i) and 41(1) 

(b) of the MSA and regulation 1 2 of the 
Local Government: Municipal Planning and 
Performance Management Regulations, 
2001 (MPPMR). 


The accounting officer did not prepare and 
include an assessment of performance 
against any measurable performance 
objectives set in terms of the service 
delivery agreement or other agreement 
between the entity and its parent 
municipality, as required by section 46 of 
the MSA, read with section 1 21 (4)(d) of the 
MFMA. 


The financial statements submitted 
for auditing were not prepared in all 
material respects in accordance with the 
requirements of section 122 (1)(a) of the 
MFMA. 


Awards were made to providers who are 
persons in service of other state institutions, 
in contravention of the requirements of 
MSCMR 44. Furthermore, the providers 
failed to declare that they were in the 
service of the state, as required by MSCMR 
13(c). 


/ 


/ 


/ 


/ 


The IDP, SDBIP and PMS shall be 
reviewed to ensure alignment. 

The annual report shall be aligned 
to the approved IDP objectives and 
targets. 


The IDP template for 2011/2012 has 
been revised to ensure compliance 
with regulations. 


The SLA between the parent 
municipality and the municipal entity 
shall be reviewed in order to include 
the performance objectives for each 
financial year. 


The Chief Financial Officer shall 
henceforth also review all monthly 
reconciliations signed off by 
management as evidence check of 
work being done. 


a) The supply data base application 
form is being amended to 
ensure that it makes provision 
for a service provider to declare 
whether or not they are employed 
in the service of the state. 

b) In addition to this all service 
providers who were in the service 
of the state, who were previously 
awarded work, were made 
inactive on the supplier database; 
i.e. the municipality is not doing 
business with such service 
providers anymore. 

c) The municipality has embarked on 
a programme to, amongst others; 
update all BBBEE information of 
service providers on its database. 
This includes an exercise to 
confirm the owners’ status of 
whether or not he/she is in the 
service of the state. 


SM: CSSS 


SM: CSSS 


SM: CSSS 


GM:TS 


GM:TS 


28/02/2012 


Immediate 


28/02/2012 


Immediate 


Immediate 


The process is in place to review 
the IDP and the finding has been 
considered. 

The municipality is currently in the 
process of developing its 201 0/201 1 
Annual Report and this matter has 
been considered. 


Done. 


The entity SDBIP shall be included 
when the municipality reviews it’s 
2011/2012 SDBIP. 


A schedule was prepared which 
lists all the monthly reconciliations 
that must be performed by each 
section. This schedule is used to track 
performance in each section and 
Managers are required to sign off for 
all reconciliations performed. 


The supplier database application 
form has an inclusion that requires 
applicants to confirm whether or not 
they are in the service of the State. 
This information is validated against 
the CIPRO database. 

All Service Providers picked up in the 
last financial year have been made 
inactive on the creditors system; the 
municipality is not doing business with 
such service providers. 


The municipality has procured the 
services of a service provider to assist 
with the update all BBBEE information. 
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A) MATTERS AFFECTING THE AUDITOR’S REPORT (continued) 




12. 

Money owing by the municipality was not 
always paid within 30 days of receiving an 
invoice or statement, as required by section 
65(2)(e) of the MFMA. 

4 

/ 

Invoices, once received, are to be 
stamped and signed as received on 
the date of receipt. Such invoices 
are to be processed immediately 
thereafter. A creditors’ age analysis 
is to be printed weekly; reflecting, 
amongst other information, 
the “posting/processing date.” 
Management is to review such 
printout to ensure that such invoices 
are paid within the 30 day period of 
posting/processing date. 

GM:TS 

Immediate 

Except for invoices which are received 
by creditors section beyond their 
due date from user departments, the 
practice has been to prioritise payment 
of service providers within stipulated 
timeframe. We always endeavour to 
maintain a 30 days creditor’s age; and 
shall continue to do so notwithstanding 
cash flow challenges. 


B) OTHER IMPORTANT MATERS 




13. 

Non-deduction of UIF from Councillors 
salaries 

32 

/ 

The Municipality has written 
enquiries directed to SALGA in this 
regard since we were advised that 
Councillors are exempted as office 
bearers and employers; the response 
from SALGA was that there is a 
Taxation Laws Amendment Bill which 
will formally exempt Councillors 
from contributing UIF. It is about to 
be passed as legislation. SALGA has 
promised to update us as soon as the 
legislation as been passed. 

GM:CS 

30 /04/2012 

The amendment of the Taxation 

Laws Bill has been approved by 
the President; and as from 2002 
Councillors have no obligation to pay 
any UIF. So this issue is closed. 

The creditors raised in the previous 
financial years shall be reversed in the 
current financial year. 

14. 

VAT penalties and interest incurred 

32 

/ 

AX Dynamics has been upgraded to 
allow easy extraction of VAT input 
and VAT output information for timely 
preparation of VAT 201 returns. 

M:G&E 

Immediate 

All VAT returns have been submitted on 
time up to this stage. 

15. 

Compliance with MFMA Section 32(4) not 
done timely 

33 

/ 

Correspondence has been forwarded 
to the MEC and the Auditor General 
for all irregular expenditure incurred 
since July 201 1 to October 201 1 . 

M:SCM 

Immediate 

Section 32(4) has been complied with. 

16. 

The deviation from the procurement process 
was not reported to the council 

34 

/ 

Deviations from and ratification of 
minor breaches of procurement 
process are reported monthly to 
both the Finance Portfolio Committee 
and the Executive Committee. The 
minutes of the Executive Committee 
meetings are discussed in Council. 

M:SCM 

Immediate 

Ongoing process. Monthly reporting 
of section 36 deviations shall also 
extend to the Audit Committee should 
they arise. 

17. 

Deviation from SCM not approved by MM 

35 

/ 

The Municipal Manager has made a 
clear pronouncement that he shall 
not approve deviations resulting 
from poor planning; same will only 
transpire as per the qualifying criteria 
of Section 36 regulations of SCM. 

M:SCM 

Immediate 

No Section 36 deviations have been 
signed by the Municipal Manager. 

18. 

SCM policy does not provide for declaration 
... 

36 

/ 

The SCM Policy does provide 
Paragraph 47. Awards to close family 
members of persons in the service 
of the state. We are in the process 
of reviewing the policy wording to 
ensure that specific reference is 
made to “declaration of interest”. 

M:SCM 

31/03/2012 

Ongoing process, SCM Policy will be 
reviewed and approved by the end of 
March 2012. 




r 


•j 
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19. 


20 . 


21 . 


22 . 


23. 


24. 


25. 


B) OTHER IMPORTANT MATTERS (continued) 


Prohibited awards to persons in the service 
of the state not included in SCM policy 


No supporting documents for petty cash 
purchases 


There is no petty cash policy 


Basis of determining residual values and 
useful lives of PPE not provided 


Infrastructure and Community Assets not 
adequately insured 


Asset count and physical verification 
performed subsequent to year end 


Fixed Asset Register not in terms of Local 
Government Capital Asset Management 
Guideline paragraph 5.1.1 


37 


38 


38 


39 


41 


41 


42 


/ 


/ 


/ 


/ 


/ 


/ 


Paragraph 46 of the SCM Policy 
does provide Prohibition on awards 
to persons in the municipal service. 
We are in the process of reviewing 
the policy wording to ensure that 
“Municipal service” is replaced with 
“service of the State”. 


A form has been developed that 
would form part of the Supply Chain 
Management Policy review, which 
binds any person to whom petty 
cash is issued to supply supporting 
documents. 


In liaison with the Manager 
Supply Chain Management, the 
Petty Cash section of the Supply 
Chain Management Policy would 
be reviewed and updated with 
processes and procedures to cover 
all aspects raised during the audit. 


The basis of determining the residual 
values and useful lives of PPE will be 
one of the criterias highlighted during 
the count and physical verification of 
assets for the financial year 201 1 /1 2. 


In liaison with the Manager E&A, the 
replacement value of infrastructure 
assets would be obtained and then 
the current Insurance Brokers under 
the existing contract would be 
assigned to source the additional 
cost of insurance cover. 


The tender to source the service 
provider for this task had gone out 
late in the 201 0/1 1 financial year. 
We will be starting the preparatory 
processes early in the subsequent 
financial years so that the asset 
count and physical verification 
processes are done before year end. 


The initial process of implementing 
an electronic asset management 
system which is linked to 
G/L has been delayed due a 
specification which did not 
meet all the requirements of the 
Local Government Capital Asset 
Management Guidelines. The process 
will resume in January 2012 where 
by the specification will be revised to 
accommodate all the requirements of 
the guideline. 


M:SCM 


M:G&E 


M:G&E 


M:E&A 


M:G&E 


M:E&A 


M:E&A 


31/03/2012 


31/03/2012 


31/03/2012 


30/06/2012 


30/06/2012 


31/03/2012 


30/06/2012 


Ongoing process, SCM Policy will be 
reviewed and approved by the end of 
March 2012. 


Since the introduction of a petty cash 
voucher submission commitment form, 
there has been a reduction of petty 
cash requests without the supplier till 
slip/invoice/voucher. We have received 
vouchers for every cent issued as petty 
cash thus far. 


The Manager Supply Chain 
Management has been furnished with 
updates to include as part of Supply 
Chain Management policy review. 


This will be included as a part of the 
annual stock take of assets when the 
condition of assets is assessed. 


This information will be extracted from 
the assets register and given to the 
current Insurance brokers to obtain 
quotations on the additional assets to 
insure. 

Work in progress in terms of sourcing 
estimated replacement values of water 
and sanitation infrastructure mains. 
Thereafter, insurance brokers would be 
re-engaged for advice going forward. 


The tender for the annual stock take 
and update of the assets register is in 
the process of being prepared and it is 
envisaged that this will be publicised 
by the end of February 201 2 to ensure 
the stock take is completed before 
the year-end and sufficient time is 
available to update and correct the 
assets register. 


This will be included in the tender 
the annual stock take and update of 
the assets register. 


/ 
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26. 


27. 


28. 


29. 


30. 


31. 



B) OTHER IMPORTANT MATTERS (continued) 


No regular or monthly asset and inventory 
count and reconciliation 


Unallocated deposits included in payments 
received in advance 


Policy for unallocated receipts not provided 


Delayed installation of water meters 


Public notice not given within 14 days 


No evidence supporting submission of the 
IDPto local government 


Targets in the Annual performance report 
are incorrectly recorded as achieved 


Reasons for major variances between 
planned and actual reported targets were 
not explained in the report. 



43 


44 


45 


46 


48 


48 


49 


/ 


/ 


/ 


/ 


/ 


/ 


/ 


/ 


Our asset management unit does 
not have enough capacity to perform 
asset count, hence we are utilising 
the services of an external service 
provider whom we cannot afford to 
engage on a monthly basis. Therefore 
currently asset counts are performed 
annually until the municipality has 
built enough capacity to perform 
this task more regularly. A plan is 
underway to capacitate the Asset 
Management Section to ensure that 
regular asset and inventory counts 
and reconciliations are done. 


A separate unallocated deposits 
vote has been created to ring-fence 
such deposits. The vote is reconciled 
monthly. 


Unallocated receipts are similar to 
unallocated deposits in our financial 
records. The Cash and Investment 
policy has been reviewed and is 
ready for submission. An item on 
unallocated deposits has been 
included in the reviewed policy. 


Special efforts are made to ensure 
that meters are installed timeously. 


A checklist on IDP compliance with 
timeframes shall be implemented 
forthwith. 


The checklist on IDP compliance 
milestones with timeframes shall be 
implemented. 


The draft annual report shall be 
reviewed and revised to ensure 
correct performance reporting. 

An annual report task team shall 
review the draft report to ensure 
accurate and complete reporting. 


The annual report task team shall 
review the reported performance to 
ensure accuracy of information. 

All performance variances shall be 
explained throughout the report. 


M:E&A 


M:E&A 


M:E&A 


GM: WS 


SM: CSSS 


SM: CSSS 


SM: CSSS 


SM: CSSS 


31/03/2012 


Immediate 


31/03/2012 


Immediate 


Immediate 


Immediate 


Immediate 


Immediate 


The assets section is still under staffed 
and monthly reconciliations and stock 
counts are not conducted. 
Management is in the process of 
reviewing the structure, location and 
composition of the asset management 
unit. 


This is still a problem for amounts 
receipted automatically from bank 
statements in RMS and allocated to 
unmatched cash in the RMS system 
and are posted to a separate control 
account in the ledger. This account is 
reconciled when RMS do half yearly 
reconciliations of amounts posted from 
RMS to Axapta. 


The Cash and Investment policy 
was discussed at Top Management 
on 30 January 2012 and placed 
on the agenda of the Finance 
portfolio Committee for approval and 
submission to EXCO. The treatment 
of unallocated cash and unclaimed 
deposits is now included in this policy. 


Acquisition of meters; a tender has 
been issued to improve availability of 
meters. Closing date is 04 February 
2012 . 

Senior management support has been 
provided, to review progress weekly on 
backlogs after acquisition of meters. 


This has been done. 


This has been done. 


The 2010/1 1 annual report process 
has begun and same will be 
incorporated in this process. 


The 2010/1 1 annual report process 
has begun and same will be 
incorporated in this process. 
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34. 


35. 


36. 


B) OTHER IMPORTANT MATTERS (continued) 


IT Governance. Controls had been 
inadequately designed. IT management 
had not formally designed IT governance 
controls (policies, procedures, guidelines) to 
mitigate the risk of unauthorised access to 
the network and information systems. 


Security Management. Controls had been 
inadequately designed. IT management had 
not formally designed security management 
controls (policies, procedures, guidelines) to 
mitigate the risk of unauthorised access to 
the network and information systems. 


User Access Control. Controls had been 
inadequately designed. IT management had 
not formally designed security management 
controls (policies, procedures, guidelines) to 
mitigate the risk of unauthorised access to 
the network and information systems. 


51 


53 


54 


/ 


/ 


/ 


Risk accepted. KZN Treasury is 
responsible for performing IT 
risk and control assessments. An 
assessment was performed in 
March 201 1 . The municipality has 
since received a copy of the risk 
register in August 2011. 

Agreed. The municipality will use 
the results of the report issued by 
KZN Treasury for the IT risk and 
control assessment to select an IT 
risk and control framework. 
Agreed. A decision will be made 
as to whom the responsibility 
for information security will be 
assigned. 

Agreed. The municipality will use 
the results of the report issued by 
KZN Treasury for the IT risk and 
control assessment to select an IT 
risk and control framework. 
Agreed. Issues have been 
communicated formally to the 
service provider through their 
Defect Tracking System. This 
process will continue until Ugu 
super-users have been trained 
to take over first line support in 
December 2011. 

Agreed. Management will 
ensure that these service review 
meetings take place 
Risk accepted. The plan was 
formalised in January 2011 and 
will be reviewed on an annual 
basis. 

Agreed. There was a delay in the 
review of the agreements by legal 
services. The agreements have 
since been signed. 

To formalise the Service Level 
Agreements of both Axnosis and 
City Works. 


IT security policy submitted to Top 
Management during October 201 1 . 
The appointment of IT security 
personnel is being dealt within the 
organogram changes. 

Will ensure that the relevant 
individuals perform the reviews. 


For information systems, i.e. ERP 
and other application systems, the 
Applications User Management 
Policy and Procedures had already 
been drafted and approved by Top 
Management and the IT Steering 
Committee. 


Manager 

IT, 

Secretariat 

and 

Auxiliary 

Services 

and 

ERP 

Manager 


Manager 

IT, 

Secretariat 

and 

Auxiliary 

Services 

ERP 

Manager 


ERP 

Manager 


30/06/2012 


31/03/2012 


30/11/2011 


The Risk Register is concluded. 

The IT security personnel, once 
appointed will assist with the 
framework. We have also approached 
KZN Treasury for financial assistance 
and await a response. 


Training of Super Users for RMS 
system is in progress. Training of Super 
Users for Dynamics AX will begin after 
the support services tender has been 
finalised. 


The support service review meetings 
are taking place every month for both 
RMS and Dynamics AX. 


SLAs for both Axnosis and Cityworks 
have always been formalised, though 
sometimes delayed at Legal Services. 


Policy endorsed at Top Management. 
The appointment of IT security 
personnel is being dealt within the 
organogram changes. 

Will ensure that the relevant individual 
perform the reviews. 



Approved by the Executive Committee 
on the 30th of November 201 1 . 


/ 
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B) OTHER IMPORTANT MATTERS (continuec 







37. 

Programme Change Management. Controls 
had been inadequately designed. IT 
management had not formally designed 
security management controls (policies, 
procedures, guidelines) to mitigate the risk 
of unauthorised access to the network and 
information systems. 

56 

/ 

• For information systems, i.e. ERP 
and other application systems, 
the Change Control Policy and 
Procedures had already been 
drafted and approved by Top 
Management and the IT Steering 
Committee. 

• Data Migration Policy will be 
drafted and submitted for approval 
by the Executive Committee. 

ERP 

Manager 

30/11/2011 

Approved by the Executive Committee 
on the 30th of November 201 1 . 

Drafting of Data Migration Policy in 
progress. 

38. 

Facilities and Environmental Controls. 

Controls had been designed by management 
but when reviewed, deficiencies were noted. 

58 

/ 

Work in progress. Fire control 
referred to Health & Safety, SLA being 
negotiated with OEM of UPS. 

Perform a review of individuals with 
access to the server rooms. 

Establish and maintain a service 
register for environmental controls. 

Manager 

IT, 

Secretariat 

and 

Auxiliary 

Services 

31/01/2012 

We have been trying for a while to get 
the OEM to sign a database form so 
that services can be done and the SLA 
concluded. 

The server room access details have 
been reviewed. 

HSE has the service register. 

39. 

Data Centre Operations. Controls had been 
inadequately designed. IT management had 
not formally designed data centre controls 
(policies, procedures, guidelines) to mitigate 
the risk of unauthorised access to the 
network and information systems. 

59 

/ 

• Agreed. A network policy will 
be drafted and submitted to the 
executive committee for approval. 

• Agreed. A maintenance schedule 
will be implemented. 

• Risk accepted. Due to financial 
constraints, there will be no 
further maintenance performed 
on any of the systems used by the 
municipality. 

• Agreed. The process to monitor 
system and network performance 
will be formalised. 

Manager 

IT, 

Secretariat 

and 

Auxiliary 

Services 

30/06/2012 

The network policy is now in draft 
format and will follow the necessary 
approval processes. 

40. 

IT Service Continuity. Controls had been 
inadequately designed. IT management had 
not formally designed IT service continuity 
controls (policies, procedures, guidelines) to 
mitigate the risk of unauthorised access to 
the network and information systems. 

60 

/ 

A proof of concept, for an offsite 
location, will be completed 
and submitted to the Executive 
Committee for approval. 

Manager 

IT, 

Secretariat 

and 

Auxiliary 

Services 

30/06/2012 

We have approached KZN Provincial 
Treasury for assistance and await a 
response. 

41 

A formalised system acquisition policy has 
not been implemented. 

61 

~V~ 

This policy will be drafted and 
submitted for approval. 

Manager 

IT, 

Secretariat 

and 

Auxiliary 

Services 

30/06/2012 

Policy has not yet been drafted. 
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C) ADMINISTRATIVE MATTERS 







42. 

Excessive overtime worked 

62 

/ 

In addition to the memo written in 

June 2010 instructing all managers 
to stop authorising overtime over 
40hrs, HR will also instruct Salaries 
to stop processing such overtime. HR 
has already written a memo warning 
all employees and managers that 
overtime in excess of 40hrs will not 
be processed. 

GM:CS 

31/12/2011 

HR has stopped processing any 
overtime hours exceeding 40hrs. 

43. 

Grants receipts not deposited in primary 
bank account 

63 

/ 

Management team is being 
furnished with Primary Bank Account 
information to supply to future 
grantors. Further to that, letters were 
written to existing grantors to inform 
them of same. 

M:G&E 

Immediate 

Ongoing monitoring of anticipated 
grant deposits by contacting the 
grantor to confirm our bank details 
for a first time deposit, otherwise 
the Manager Grants and Expenditure 
authorises every draw down in respect 
of LED projects. 

44. 

Application forms not signed by the 
responsible official and/or applicant. 

64 

/ 

The recommendation is noted and 
all applications will be signed by 
applicant and senior official will 
authorize the application. 

M: Income 

Immediate 

All applications are being signed by the 
applicant and authorised by a senior 
official. 

45. 

Incorrect size of water connection 

66 

/ 

The recommendation has been noted 
and the senior official is checking 
the correctness of information before 
signing all application forms. 

M: Income 

Immediate 

All applications are being checked for 
correctness and authorised by a senior 
official. 


KEY 


/ 

/ 

/ 


Matters affecting the auditor’s report 
Other important matters 
Administration matters 


1 2 findings affect the auditor’s report 
29 findings raised as other important matters 
4 findings raised as administration matters 
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